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1. A mixture of groundwood and sulphite pulp in a water 
slurry is deposited onto the fourdrinier wire. As it pro- 
ceeds through the newsprint machine, most of the 
water will be removed. 


2. The newsprint is removed from the paper machine 
and cut to the various diameters and widths re- 
quested by each newspaper publisher. 


3.A 22 car train, operated by a subsidiary of the 
Company, hauls sawlogs and pulpwood to the mills at 
Thurso. 


4. After the sheets of bleached hardwood kraft pulp are 
cut to the required size, a press reduces the 
thickness of each bale of sheets prior to packaging. 


5. A sample of the newsprint sheet is analyzed in order 
to determine its resistance to tearing. 


6. A tractor trailer, hauling tree length softwood to a 
slashing site, travels along a road built and main- 
tained by the Company. 
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$ 6.95 
$ 8.84 
$ 2.519 
$67,043 
$ 2,546 
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Directors’ Report to the 
Shareholders 


The fiscal year ended December 31, 1977 produced 


a record $90.5 million in sales revenue, a rise of Lumber 
Production in M.f.b.m. 


9.7% from 1976's $82.5 million. Net earnings were 
$13.4 million or $6.95 per share, an 8.1% increase 
over last year’s $12.4 million or $6.43 per share. 
The decrease in value of the Canadian dollar rela- 
tive to the United States dollar more than accounts Neueenit 

for the increase in earnings because export sales of Production in 
products are for the most part priced in the latter Thousands of Tons 
currency. While we are pleased with the improved 
earnings, which represent a 15.9% return on aver- 
age equity, these figures are based on historical 
asset values and costs and are, therefore, over- 
stated in real dollar terms. 


Division Review 


Newsprint 


Newsprint sales in 1977 were 157,000 tons 
compared with 140,000 tons in 1976. This in- 
creased volume is the result of greater mill manu- 
facturing efficiencies from capital expenditures 
completed in 1976 and the prior year’s production 
and sales volumes having been reduced by a strike 
which closed this operation until late in January. 
The significant earnings gain recorded in the Power 
Current year is largely attributable to currency trae of Mwh 
exchange gains and, to a lesser degree, the in- ul 

creased volume of sales. Excluding foreign ex- 

change, the higher selling prices implemented in 

the spring of 1977 were more than offset by major 

cost increases for wood, transportation and Bleached Hardwood Pulp 
manufacturing materials. The net result was a Production in 
reduction in profit margins. Theuseneselien: 
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Bleached hardwood kraft pulp 


Net earnings for this division were substantially 
lower in 1977 reflecting the severe price erosion 
that took place throughout the year. Current selling 
prices are comparable to those in existence in early 
1974. Sales of 116,000 tons approximated the 1976 
volume, but while costs were held in reasonable 
check during 1977, the unit margins expressed as a 
percentage of sales were materially eroded. The 
year began with huge world inventories, particularly 
in Scandinavia, and while the situation has im- 
proved slightly, current levels are far in excess of 
normal requirements. New productive capacity cham © ee REE 
coming on stream, principally in Brazil, will com- =a 
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pound the world’s over-supply situation until a 
sustained real growth in world economies, parti- 
cularly in Europe, can take place. 


Lumber and Particleboard 


While the lumber division operated at a loss in 1977 
the results were much improved over those ex- 
perienced in 1976. Shipments, mainly of hardwood 
lumber, amounted to 25 million f.6.m. in 1977 
compared with 18 million in 1976. The Company’s 
particleboard operation, a joint venture with the 
Québec government controlled Société générale de 
financement du Québec, had a considerably better 
year in 1977 reflecting a rise in the volume of sales, 
higher selling prices and production efficiencies. 
Sales totalled 52 million square feet, up from 38 
million in 1976, as production moved to a seven-day 
operation from the previous five. 


Hydro-electric power 


The generation of power declined 6.3% due to 
below normal water conditions. Earnings for the 
Current year were approximately equal to those of 
1976 with higher revenues from improved selling 
prices offset by cost increases. The latter were 
principally due to a substantial increase in special 
taxes imposed by the Québec government on pri- 
vate producers of electricity. 


Although the rate of mechanization of woodlands cut- 
ting operations has recently intensified, in certain ter- 
rain the use of a chain saw remains essential for 
efficient production. 


Financial Review 


Sales of $90.5 million were a record for the 
Company while the net earnings of $6.95 per share 
are the second best in its forty-eight year history. 
Return on average shareholders’ equity was 15.9% 
for the year, down slightly from the 16.3% return in 
1976. Cash flow from operations amounted to $17.0 
million in 1977, an increase from the $16.6 million 
in the prior year. Working capital as at December 
31, 1977 amounted to $67.0 million or $34.83 per 
share compared with $58.7 million or $30.46 per 
share at December 31, 1976. Long-term debt was 
reduced by $834,000 during the year through the 
purchase of debentures in anticipation of their 
sinking fund requirements. 


The effect of currency fluctuations on net earnings 
was a gain of $1,986,000 in 1977 compared toa. 
loss of $371,000 in the preceeding year. 


The application of the 3% inventory allowance con- 
tributed 14¢ per share in 1977. This allowance was 
introduced in 1977 and accordingly, there is no 
comparable figure for 1976. 


Dividends 


During 1977, the Company declared ‘‘taxable’’ and 
“tax deferred’ dividends aggregating $2.519 and 
$2.4365 per share respectively. Under the Anti- 
Inflation Program, dividends during the year ending 
October 13, 1978 may not exceed these levels. 


Bill C-11 containing amendments to the Income 
Tax Act received Royal Assent on December 15, 
1977. One of its provisions will change the 
treatment of ‘‘tax-deferred’’ dividends paid out 

of tax-paid undistributed surplus on hand or 

1971 capital surplus on hand. This will have the 
effect of eliminating after December 31, 1978 the 
reasons for the existence, as currently struc- 
tured, of the Convertible Class ‘‘C’’ and Con- 
vertible Class ‘‘D’’ shares. An appropriate Course 
of action will be determined by the board of 
directors and presented to shareholders before 
the end of 1978. 


Employee Relations 


During the past year, a moderating trend in salary 
and wage increases became evident. These have 
once again begun to bear a closer relationship to 
the increases in the cost of living, in large measure 
a result of the Anti-Inflation Program. A new two- 
year collective labour agreement was negotiated 
during the summer of 1977 with the employees in 
the woodlands division, without a work stoppage 
and within the AIB guidelines. 


Your company continued its joint studies in 1977 
with other companies in the Eastern Canada News- 
print Group and the Canadian Paperworkers Union 
in an attempt to strengthen and improve the re- 
lationship between management and labour. 


The current contract with the employees of the 
newsprint division expires at the end of April 1978 
and we are optimistic an agreement can be reached 
without the disastrous work disruptions that 
occurred in the autumn of 1975. However, these 
negotiations will not be constrained by the Anti- 
Inflation Program and hence, it is imperative a 
settlement be reached that is consistent with the 
economic environment for this and other divisions. 


The collective agreements for employees in the 
lumber and power divisions also expire in 1978 and 
we are hopeful that negotiations will progress 
smoothly toward equitable settlements. 


Payroll and Benefits 
M 


illions of dollars 
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Business Environment 


Recent events in Canada and the uncertainties 
arising therefrom have created a most difficult en- 
vironment for long-term planning. This instability 
and a lack of firm government policies are not con- 
ducive to business investment. The continuation of 
unacceptably high inflation rates is of major con- 
cern to all of us, both as individuals in society and 
as members of the business community. It brings 
with it the erosion of our financial capabilities and 
the indecision that accompanies providing for the 
unknown. 


The Canadian dollar decrease has temporarily 
improved our cost competitiveness with producers 
in the United States, but fundamental improvements 
in productivity and the lowering of wage costs, 
relative to those in the United States, are essential 
to the long-term viability of the Company and our 
industry. We are most concerned that the failure of 
governments to control their own expenditures will 
plague the country with continuing excessive 
inflation. 


An employee checks for soft spots on the newsprint 
roll that are indicative of excessive moisture in the 
product. 


We note with interest that during his inaugural 
address to the Québec National Assembly on Feb- 
ruary 21, Premier Levesque stated that this year his 
government will present a program for re-equipping 
the pulp and paper industry, in collaboration with 
the industry itself. This course of action probably 
stems from the extensive industry and government 
hearings held during the fall of 1977 on the status 
and future of the Québec pulp and paper industry. 


Outlook 


The demand for newsprint has been strong in the 
latter stages of 1977 as both newspaper lineage 
and circulation have increased at faster rates than 
earlier expected. With a very modest growth in 
capacity in sight and continued consumption growth 
forecast for 1978, the outlook is for continuing high 
operating levels throughout the year. A price in- 
crease is required to defray rapidly escalating costs 
and we are hopeful that this can be put into effect 
by the early spring of 1978. 


Our repeatedly bearish forecasts for the pulp in- 
dustry have come to fruition with an almost total 
collapse of the market. Price levels are in complete 
disarray and inventories remain considerably in ex- 
cess of normal requirements. Mill curtailment may 
be required in 1978 to avoid an excessive accumu- 
lation of inventories. We are not optimistic that 
selling prices can quickly be restored to viable 
levels and this will have some impact on the 
profitability of the kraft pulp division. 


Sawlogs, which will be transported by rail to the saw- 
mill at Thurso, are produced by a mobile slasher at 
mile 26. 


Bales of bleached hardwood kraft pulp, each weigh- 
ing approximately 500 pounds, are loaded onto a rail 
car in the warehouse at Thurso. 


We anticipate continued improvement in the lumber 
and particleboard divisions and with water con- 
ditions returning to more normal levels we can 
forsee a modest earnings gain from the power 
division in 1978. 


The level of the Canadian dollar relative to the 
United States dollar is a vital component in any 
forecast. We feel that the decline in the dollar has 
been directly related to Canada’s competitive cost 
oroblems and until cost escalations fall below those 
of our trading partners, we think your Company will 
continue to benefit from a depressed Canadian 
dollar. 


On balance, we see little reason to be overly 
optimistic concerning overall profit growth for 1978. 


One of Maclaren’s greatest assets is the high 
calibre and competency of its employees. For their 
fine performance and for the support of our cus- 
tomers, Suppliers and shareholders, we express our 
sincere appreciation. 


On behalf of the Board of 
Directors, 


J.S. Hermon, 
President and 
Chief Executive Officer 


February 27th, 1978. 
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Sales by Products Earnings and Dividends 


Millions of dollars Dollars per share 
10.00 


1973 1974 1975 1976 1977 1973 1974 1975 1976 ADT 
M8 Newsprint M8 Lumber & 

: Wood'Producis @§@®@ Earnings per share 
MH Pulp Mi Power !) Dividends per share 


1977 Distribution of Revenue 
Thousands of dollars 


$ % 
38,059 * 4] Materials, Supplies, Delivery, Etc. 


31 Payroll and Benefits 


S,02e 4 Selling and Administration 


i202 1 Interest on Long Term Debt 


8,649 9 Income Taxes 


4,849 5 Dividends 


8,525 9 Retained Earnings 


Maclaren Power & Paper Company 


Consolidated Balance Sheet 


as at December 31 (thousands of dollars) 


Assets 


Current assets 


Short-term deposits 

Accounts receivable 

Marketable investments - at cost and accrued 
interest (quoted value 1977 - $18,701; 
1976 - $18,340) 

Inventories - at the lower of cost and net 
realizable value (note 2) 

Prepaid expense 


Other investments (note 1 (c) ) 
Fixed assets (note 3) 


Deferred charges (note 1 (e) ) 


Signed on behalf of the board of directors 
J.S. Hermon, Director 
D. Maclaren, Director 


1977 
$ 


15,832 
15,086 
20,626 


24,940 
891 


77,375 


3,484 
38,853 
1,830 


121,542 


{eles 
$ 


Or205 
rood 
21,050 


26,403 
824 


6Optze 


2,0 
40,251 


eeise. 


112,864 


Liabilities 


Current liabilities 


Bank advances 

Accounts payable and accrued liabilities 
Dividend payable 

Income and other taxes 

Accrued interest on long-term debt 
Deferred income taxes 


Long-term debt (note 4) 


Deferred income taxes 


Shareholders’ Equity 


Capital stock (note 5) 
Contributed surplus 


Retained earnings (note 6) 


Less: Shares held by a subsidiary 
company - at cost 


1977 
$ 


1,689 
4,794 
763 
2,338 
368 
380 


10,332 


17,867 


4,827 
33,026 


5,000 
3,979 


81,695 
90,270 


1,754 
88,516 
121,542 


Maclaren Power & Paper Company 


Consolidated Statement of Earnings and 


Retained Earnings 


for the year ended December 31 (thousands of dollars) 


Sales 


Costs and expenses 


Operating and delivery 
Selling and administrative 
Interest on long-term debt 


Income from operations 


Other income 


Investment income 

Profit on sale of marketable investments 

Discount on debentures purchased for 
cancellation 

Equity in earnings (loss) of 50% owned 
company 


Earnings before income taxes 


Provision for income taxes 


Current 
Deferred 


Net earnings for the year 


Retained earnings - beginning of year 


Dividends 
Retained earnings - end of year 


Earnings per share (dollars) 


Maclaren Power & Paper Company 
Consolidated Statement of Changes in 
Financial Position 


for the year ended December 31 (thousands of dollars) 


Source of working capital 


Net earnings for the year 
Items not affecting working capital - 
Depreciation and amortization 
Deferred income taxes 
Equity in (earnings) loss of 50% 
owned company 
Provided from operations 
Proceeds of sale of fixed assets 


Use of working capital 


Purchase of other investments 

Additions to fixed assets 

5-34 % sinking fund debentures purchased 
for cancellation 

Purchase of parent company 
shares by a subsidiary 

Dividends 

Payment on bank loan 


Increase in working capital for the year 
Working capital - beginning of year 


Working capital - end of year 


Maclaren Power & Paper Company 


Notes to Consolidated Financial Statements 
December 31, 1977 


1. Summary of significant accounting policies 
(a) Basis of consolidation 


The consolidated financial statements include the 
accounts of the company and all subsidiary 
companies. The acquisition of all subsidiary 
companies is accounted for on the purchase 
basis and earnings are included in the 
consolidated financial statements from the date of 
acquisition of control. 


The excess of the cost of the company’s investments 
in Subsidiaries over the net book value of the 
assets acquired is included in buildings, 
machinery and equipment. This excess is being 
depreciated over a ten year period which 
commenced in 1975 at the rate of $38,000 
annually. 


A subsidiary owns shares in the company. The cost 
of these shares has been deducted from the 
consolidated shareholders’ equity. Similarly the 
consolidated earnings per share has been 
calculated based on the weighted average of the 
number of shares outstanding after reduction for 
the inter-company holdings. 


(6) Exchange translation 


Transactions during the year in U.S. dollars have 
been converted in the accounts to Canadian 
dollars at the exchange rates effective on the 
date of the transactions. Accounts receivable and 
payable in U.S. dollars have been converted to 
Canadian dollars at exchange rates in effect 
December 31. 


(c) Other investments 


12 


An investment valued at $835,752 (1976 - $432,748) 
in a 50% owned company is being accounted for 
on the equity basis. Investments in other 
companies are carried at cost and income is 
recognized when interest is earned and dividends 
are received. 


(d) Fixed assets and depreciation 


Fixed assets are recorded at cost. Depreciation is 
calculated on the straight-line method over the 
estimated useful lives of the assets. Depletion, 
not significant in amount, is calculated on the unit 
of production basis. Where appropriate, maxi- 
mum capital cost allowance is claimed for 
income tax purposes and a related provision is 
made for deferred income taxes. 


(e) Deferred charges 


Storage reservoirs are being amortized over the 
terms of their leases and refinancing expense is 
being amortized over the terms of the related 


indebtedness. 
1977 1976 
(thousands of dollars) 
$ $ 
Storage reservoirs - 
at cost 
less amortization 1,770 1,907 
Unamortized portion 
of refinancing 
expense 60 68 
1,830 INAS: 


(f) Income taxes 


The companies follow the tax allocation basis in 
accounting for income taxes. Deferred income 
taxes shown in the financial statements represent 
taxes deferred mainly in respect of capital cost 
allowance claimed in excess of depreciation 
charged in the accounts. 


2. Inventories 


Woods operations 

Pulopwood and sawlogs at mills 

Stores and supplies 

Work in process and finished 
goods 


3. Fixed assets 


1977 


IREIAS 


(thousands of dollars) 


11,734 
5,973 
4,189 
3,044 

24,940 


1977 


Accumulated 
depreciation and 
depletion 


Cost 


Net 


alec 0. 
8,380 
©, 909 


ee 
AS TAGS 


1976 


Net 


(thousands of dollars) 


Land 1,576 


Paper and pulp mills 60,827 43,921 1 


Power developments 25,665 
Other buildings, 

machinery and 

equipment 15,837 
Timber limits 4,072 
Water power rights 

as valued by 

appraisal in 1930 9,407 


19,226 


12,513 
2,871 


117,384 78,531 3 


1,576 
6,906 
6,439 


3,324 
1,201 


9,407 


O28, 
i204 
6,940 


SHIDO 
#205 


9,407 


8,853 


40,251 


On December 30, 1971, certain woodlands assets 
owned by Thurso Pulp and Paper Company, 
comprising 1,590 acres of land and several 
buildings, were expropriated by the Société 
d’aménagement de |’Outaouais. The Expropriation 
Tribunal of the Province of Québec decided in 1977 
that the company is entitled to compensation for 
these assets in the amount of $621,365 which is 
greater than net book value. However, the effect of 
this decision has not been reflected in the financial 
statements because the Société presently retains a 
right of appeal against the decision of the Tribunal. 


4. Long-term debt 
1977 


TOT 


(thousands of dollars) 


Thurso Pulp and Paper Company 
5-34 % Sinking Fund 
Debentures due 1987 12,867 


The sinking fund requirements 
of $1,000,000 per year have 
been satisfied until 1980. 
After allowing for prepay- 
ments, the payments re- 
quired in 1981 are $867,000 
and $1,000,000 in 1982. 


Maclaren-Quebec Power Company 
Bank loan due in 1978 5,000 


Under the terms of the loan 
the company has pledged 
not to encumber its fixed 
assets. The interest rate is 
prime plus %2%. As of 
January 31, 1978 the com- 
pany renegotiated the due 
date of the loan to January 
© SNES, 


17,867 


5. Capital stock 
Authorized 


Sey ON 


9,000 


18,701 


4,500,000 1% non-cumulative preferred shares, 


redeemable at par value of $1 each; 


1,500,000 convertible Class ‘‘A’’ common shares of 


a par value of $2.50 each; 


1,500,000 convertible Class ‘‘B’’ common shares of 


a par value of $2.50 each; 


1,500,000 convertible Class ‘‘C’’ common shares of 


a par value of $2.50 each; 


1,500,000 convertible Class ‘‘D’’ common shares of 


a par value of $2.50 each. 


The class ‘‘A’’ and ‘‘C’’ shares are interconvertible and 
the Class ‘‘B’’ and ‘‘D’’ shares are interconvertible 


both on a one for one basis. 
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Issued and fully paid - 


Shares 
outstanding 


Shares 
outstanding 


December 31,December 31, 


1977 1976 
Convertible common shares: 
Class ‘‘A”’ 822,527 900,862 
Glass=5 666,517 789,367 
Class-Gz: 177,473 99,138 
Class* Dx 333,483 210,633 
2,000,000 2,000,000 
Less: Class ‘‘B’’ shares 

owned by 
a subsidiary 75,138 74012 
1,924,862 1,925,988 


An option has been granted to a director and senior 


officer to purchase 10,000 shares of the company 


owned by the subsidiary at $20.96 a share. 


6. Preferred shares redeemed 


The balance of retained earnings contains $1,000,000 
(1976 - $1,000,000) designated as surplus not 


available for distribution equal to the par value of 
1,000,000 preferred shares redeemed. 


7. Pension plans 


The estimated unfunded liability resulting from 
increased past service benefits in the pension 
plans amounting to $1,479,000 as at December 31, 
1977 (1976 - $1,263,000) is being funded and 
charged to earnings in minimum annual instal- 
ments on the following basis: $144,000 over 17 
years commencing in 1974; $33,980 over 15 years 
commencing in 1977. 


8. Remuneration of directors and senior officers 


Remuneration of directors and senior officers was 
$609,278 (1976 - $534,310). 


9. Anti-Inflation Act 


The companies are subject to restraint of profit 
margins, prices, dividends and compensation under 
the terms of the Anti-Inflation Act and Regulations. 
Based on available information management is 
satisfied that the companies are acting in accord- 
ance with the legislation. Under the anti-inflation 
program dividends to the company’s shareholders 
during the year ending October 13, 1978 may not 
exceed $2.52 per share. 


Auditors’ Report 


To the Shareholders: 


We have examined the consolidated balance sheet of 
Maclaren Power & Paper Company and its subsidiary 
companies as at December 31, 1977 and the con- 
solidated statements of earnings and retained earnings 
and changes in financial position for the year then ended. 
Our examination was made in accordance with generally 
accepted auditing standards and accordingly included 
such tests and other procedures as we considered 
necessary in the circumstances. 


Montréal, Québec. 
February 15, 1978 
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In our opinion, these consolidated financial statements 
present fairly the financial position of the companies as 
at December 31, 1977 and the results of their operations 
and the changes in their financial position for the year 
then ended in accordance with generally accepted 
accounting principles applied on. a basis consistent with 
that of the preceding year. 


Coopers & Lybrand 
Chartered Accountants 


Consolidated Five Year Review 


1977 1976 1975 1974 1973 
Financial 
Earnings and Retained Earnings 
(in $000) 
Sales 90,502 82,0115 62,346 73,592 57,086 
Costs and expenses 70,956 63,490 AGiO IW 48,829 43,796 
Income from operations 19,546 19,028 15,829 24a 63 13,290 
Other income 2,477 1,946 Wor 2,284 ie rate 
Earnings before income taxes 22,023 20,974 17,504 27,047 14,467 
Income taxes 8,649 8,582 frees 11124 5,881 
Net earnings 13,374 12,392 10,281 155028 8,586 
Dividends 4,849 4,578 4,240 4,252 LM Pas) 
Retained earnings 81,695 on 65,356 59,315 47,644 
Balance Sheet (in $000) 
Working capital 67,043 58,668 52 dO 46,874 39,233 
Additions to fixed assets 2,546 Sh Cis: S161 3,456 2,160 
Net property, plant & equipment 38,853 40,251 40,699 AI 2Aq 41,616 
Total assets 121,542 112,864 104,828 10555514 94 ,067 
Long term debt 17,867 jong dly 20,551 21,749 24,367 
Total liabilities 33,026 32,840 32,573 39°337 38,190 
Shareholders’ equity 88,516 80,024 TOR255 66,214 Slom etelf 
Return on shareholders’ 
equity (%)! 15.9 1623 14.8 26.3 16:5 
Return on capital employed 
(%)2 13.1 13.1 thie? 19.0 11.5 
Current ratio 7.5:1 hee 7.O1 AA 4.8:1 
Per Share ($) 
Net earnings 6.95 6.43 Sees 8.23 4.41 
Dividends 2.519 2-316 220 2p 1.40 
Cash flow 8.84 8.59 T04 10.44 6.48 
Book value 45.99 A155 37.49 34.36 28.30 
Working capital 34.83 30.46 27.04 24562 20°23 
Other 
Production 
— Lumber-M.f.b.m. 23,000 15,000 17,000 25,000 24,000 
— Newsprint - tons 161,000 144,000 114,000 148,000 143,000 
— Power - Mwh 1,071,000 izti52,000 1,085,000 1,250,000 15302,000 
— Pulp - tons 114,000 109,000 84,000 113,000 118,000 
Employees 
— at mid year 1,710 1,664 ee. 1,901 2,014 
Payroll and benefits (in $000) 28,373 25,716 20,897 21,897 18,430 


1Net earnings as a % of average shareholders’ equity. 
2Net earnings and after tax interest on long-term debt as a % of average capital employed. (Capital employed is total assets minus current liabilities). 
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Corporate Information 


Directors 


Carlton C. Cressy, 
Vice President, 
Maclaren Newsprint Sales Limited 


J. Stuart Hermon, 
President and Chief Executive Officer, 
Maclaren Power & Paper Company 


Charles W. Kenny, 
Vice President, 
Maclaren Power & Paper Company 


R. Timothy Kenny, 
Vice President, 
Thurso Pulp and Paper Company 


A. Barnet Maclaren, 
Company Director 


A. Roy MacLaren, 
Company Director 


Donald Maclaren, 
Vice President, 
Maclaren Power & Paper Company 


Gordon F. Maclaren, 
Senior Partner, 
Maclaren, Corlett & Tanner 


J. Fergus Maclaren, 
Vice President — Woodlands, 
The James Maclaren Company, Limited 


James W. Thomson, 
Company Director 


Subsidiary Companies and Division 


The James Maclaren Company, Limited 


Thurso Pulp and Paper Company 


Wood Products Division 
Maclaren-Quebec Power Company 


Quebec Hardwoods Incorporated 
Macdev Enterprises Limited 
Maclaren Newsprint Sales Limited 
The Thurso Railway Company 
Canadian Hardwoods, Limited 
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Officers 


J. Stuart Hermon 
President and Chief Executive Officer 


Donald Maclaren 
Vice President 


Charles W. Kenny 
Vice President 


Douglas A. Thomson 
Secretary 


Michael Skabar 
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Head Office 


30 Queen Street, 
Buckingham, Quebec 
J8L 2X3 

(819) 986-3345 


Transfer Agents 


Bankers Trust Company, 
New York 


Canada Permanent Trust Company, 
Toronto 


Maclaren Power & Paper Company, 
Buckingham 

Registrar 

Maclaren Power & Paper Company, 
Buckingham 


Auditors 


Coopers & Lybrand 
Montreal 


Manufacturer of newsprint 
Annual rated capacity — 165,000 tons 


Manufacturer of bleached hardwood kraft pulp 


Annual rated capacity — 117,000 tons 
Manufacturer of Doweloc 


Generation of hydro-electric power 
Installed capacity — 245,000 H.P. 


Manufacturer and sales agent for lumber 
Real estate development 

Sales agent for newsprint 

Private railway 

Sales agent for Doweloc 
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INTERIM JUNE 30 
REPORT 1977 


Maclaren Power & Paper Company 
and subsidiary companies 


CONSOLIDATED STATEMENT 
OF EARNINGS 
For the six-month period ended June 30, 1977 
(thousands of dollars) 
Sales and other income 
Sales 
Investment income 
Profit on sale of marketable securities 
Discount on debentures purchased 
for cancellation 


Costs and expenses 
Operating and delivery 
Selling and administrative 
Interest on long-term debt 
Provision for income taxes 


Net earnings for the period 


Earnings per share (dollars) 


CONSOLIDATED STATEMENT OF 
CHANGES IN FINANCIAL POSITION 
For the six-month period ended June 30, 1977 
(thousands of dollars) 
Source of working capital 
Net earnings for the period 
Items not affecting working capital: 
Depreciation and amortization 
Deferred income taxes 
(Gain) on disposal of fixed assets 


Provided from operations 
Proceeds on sales of fixed assets 


Use of working capital 
Additions to fixed assets 
574% sinking fund debentures 

purchased for cancellation 
Increase in other investments 
Dividends 


Increase in working capital 
Working capital — beginning of period 


Working capital — end of period 


The above figures are subject to audit 
and year-end adjustment. 


La Compagnie d’Energie & de Papier Maclaren 


et ses filiales 


ETAT CONSOLIDE 
DES BENEFICES 


1977 1976 Pour les six mois terminés le 30 juin 1977 
$ $ (en milliers de dollars) 
Ventes et autres revenus 
44,915 40,509 Ventes 
946 733 Revenu de placements 
106 195 Profit sur vente de valeurs négociables 
Escompte sur les obligations achetées 
172 83 pour l’annulation 
46,139 41,520 
Codts et dépenses d’exploitation 
32,706 29,246 Opération et livraison 
1,694 1,399 Ventes et administration 
603 663 Intéréts sur la dette a long terme 
4,508 4,239 Provision pour imp6ts sur le revenu 
39,511 35,547 
6,628 5,973 Bénéfice net pour la période 
$3.44 $3.10 Bénéfice par action (en dollars) 


ETAT CONSOLIDE DES CHANGEMENTS 
DANS LA SITUATION FINANCIERE 


1977 1976 Pour les six mois terminés le 30 juin 1977 
$ $ (en milliers de dollars) 
Provenance du fonds de roulement 
6,628 5,973 Bénéfice net pour la période 
Eléments n’affectant pas les fonds de roulement: 
1,975 1,895 Dépréciation et amortissement 
203 214 ImpOts sur le revenu reportés 
(32) (24) (Profit) sur la vente d‘immobilisations 
8,774 8,058 Provenance de |’exploitation 
40 32 Produit de la vente d’immobilisations 
8,814 8,090 ] 
Utilisation du fonds de roulement 
833 13's Augmentation des immobilisations 
Obligations a fonds d’amortissement 
668 Zi 5% % achetées pour l’annulation 
130 _ Augmentation des autres placements 
2,117 2,120 Dividendes 
3,748 3,708 
5 066 4,382 Augmentation du fonds de roulement 
58 668 52,110 Fonds de roulement au début de la periode 
63,734 56,492 Fonds de roulement a la fin de la période 


Les chiffres précités sont présentés sous réserve de 
vérification et d’ajustement a la fin de I’année. 


To the Shareholders: 


The unaudited Consolidated Statements of Earn- 
ings and Changes in Financial Position for the six- 
month period ended June 30, 1977 are submitted 
herewith. 


Earnings for this period amounted to $3.44 per 
share compared with $3.10 per share for the same 
period in 1976. Second quarter earnings in 1977 
were $1.73 per share which compares with $1.65 
for the second quarter of 1976. These improved re- 
sults are largely attributable to the decline of the 
Canadian dollar relative to the U.S. dollar. 


Earnings from the newsprint division were signifi- 
cantly better in the current year reflecting higher 
selling prices; improved volumes of production and 
sales; and the continuing weakness of the Canadian 
dollar. Increased mill efficiencies resulting from 
capital improvements completed during 1976 have 
reflected in daily average production levels being 
some 12% higher than the levels experienced in the 
first half of 1976. The continuing weak demand for 
newsprint indicates that some production curtailment 
or inventory increases may be necessary in the third 
or fourth quarters of 1977. 


Profits from kraft pulp were much lower than in 
the comparable period in 1976 despite the favourable 
impact of the lower Canadian dollar and much im- 
proved production levels. Additional weakness in the 
markets has further depressed selling prices as sub- 
stantial surplus inventories of market pulp exist 
throughout the world. 


The lumber and particleboard divisions were 
marginally profitable in the second quarter of 1977 
which represents a considerable improvement over the 
results achieved in 1975 and 1976. Improved selling 
prices and sales volumes, together with mill efficien- 
cies have contributed to this turn around. 


Significant cost increases and reduced generating 
levels have resulted in lower earnings from power 
generation as water conditions on the watershed con- 
tinue to be below normal. 


The Quebec government in response to industry 
difficulties has recently announced special hearings 
on the future of the Quebec pulp and paper industry. 
Your company welcomes the government's interest 
in becoming better acquainted with our problems — 
among which are serious costs and productivity dis- 
advantages vis-a-vis our U.S. and Scandinavian com- 
petitors; declining market share of our principal 
north-eastern U.S. markets; and the necessity of ex- 
tensive modernization of capacity which cannot be 
undertaken with the current pricing structure of our 
products. We are hopeful that action resulting from 
this indepth analysis will help to lead to a more 
viable and competitive industry. 


J.S. Hermon, 
Buckingham, Quebec, President and Chief 
July 19th, 1977. Executive Officer. 


Aux actionnaires, 


Nous vous présentons ci-joint les états consolidés 
non-vérifiés des bénéfices et de l’évolution de Ja situa- 
tion financiére pour le semestre terminé le 30 juin 
1977. 


Les bénéfices pour cette période se chiffrent a 
$3.44 par action, comparativement a $3.10 par action 
pour la période correspondante en 1976. Les béné- 
fices par action durant le deuxiéme trimestre de 1977 
furent de $1.73 en regard de $1.65 pour ce méme tri- 
mestre en 1976. Cette hausse est due surtout au 
fléchissement du dollar canadien par rapport au 
dollar américain. 


Les bénéfices de la division du papier journal 
furent significativement meilleurs pour l’année en 
cours, le tout résultant d'une amélioration des prix de 
vente, des volumes plus élevés de ventes et de produc- 
tion et de la faiblesse continue du dollar canadien. 
L’accroissement du rendement de I’usine, résultat 
d’amélioration de dépenses d’investissement  ter- 
minées en 1976, a permis une augmentation de 12% au 
niveau de la production journaliére, comparativement 
au premier semestre de 1976. Une demande toujours 
faible pour le papier journal pourrait apporter une 
diminution de la production ou une augmentation 
des stocks durant les troisigme et quatri€éme trimes- 
tres de 1977. 


Les bénéfices provenant de Ja pate kraft furent 
bien inférieurs a la période correspondante en 1976 
en dépit de l’impact favorable provenant de la baisse 
du dollar canadien et d'une augmentation importante 
au niveau de la production. Une faiblesse additionnelle 
du marché a causé un affaissement supplémentaire 
des prix de vente, car un surplus substantiel des stocks 
de pate existe a travers le monde. 


Les divisions du bois d’oeuvre et des panneaux 
agglomérés ont produit un bénéfice marginal durant 
le second trimestre de 1977, ce qui représente une 
amélioration considérable en regard des résultats 
atteints en 1975 et 1976. Une amélioration des prix 
et des volumes de ventes, ainsi qu'un accroissement 
de rendement des usines ont contribué a ce redresse- 
ment. 


Des augmentations significatives des codts et une 
réduction au niveau de la production amenérent une 
baisse des bénéfices provenant de la production 
d’énergie, car le niveau des eaux dans les bassins de- 
meure toujours sous la normale. 


Le Gouvernement du Québec, en réponse aux dif- 
ficultés de l'industrie, fit connaitre son intention 
d’avoir des audiences spéciales sur |’avenir de I'In- 
dustrie de pates et papier au Québec. Votre compagnie 
apprécie cet intérét du Gouvernement a prendre con- 
naissance de nos problémes. Parmi ces problémes, 
nous trouvons de sérieux désavantages aux niveaux des 
cotts et de la productivité vis-a-vis nos compétiteurs 
des Etats-Unis et des pays scandinaves, une réduction 
dans la part de nos marchés principaux situés dans le 
secteur nord-est des Etats-Unis, et la nécessité de 
modernisation considérable de capacité, laquelle ne 
peut étre entreprise sous la structure actuelle des prix 
de nos produits. Nous espérons, que les mesures résul- 
tantes de cette analyse profonde permettront une 
industrie plus viable et compétitive. 


Buckingham, Québec Président et 
le 19iéme.jour de administrateur en chef 
juillet 1977 J.S. Hermon 


